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The Secretaria de Hacienda y Credito Publico (SHCP) reported zero GDP growth for the second
quarter of this year, sparking heated debate on the measures required to reactivate the Mexican
economy. The second-quarter results broke a string of 21 consecutive quarters of positive economic
growth and brought the GDP growth rate for the first half of the year to only 0.9%. Mexico's weak
economic performances prompted President Vicente Fox's administration to again lower projections
for GDP growth for the full year.
The administration initially targeted a 4.5% growth rate, and was holding on to that forecast as
recently as April (see SourceMex, 2001-04-25). By early August, the Fox government acknowledged
that GDP growth could drop to less than 2% (see SourceMex, 2001-08-01).
And following the release of the second-quarter GDP figures, Fox's policy advisor Eduardo Sojo
admitted that the government could have trouble meeting even its latest projection of 1.8% for the
year. "My expectation is that we will, in these months, go through the lowest points of the economic
cycle and that we will begin to rebound toward the end of the year," Sojo told reporters on a flight
from Mexico to Chile, where he was accompanying Fox on a state visit.
Fox administration remains optimistic Fox and his advisors downplayed the data for the second
quarter, insisting that the stagnant economy should not become a reason for major concern because
some sectors such as textiles, petrochemicals, and energy continue to show some strength. "The only
significance of this low percentage [of growth] is that it allows us to identify the areas of opportunity,
where growth is occurring, and strengthen these areas," Fox told reporters in Chile. "We also can
identify problem areas and correct deficiencies."
But critics who include members of the private sector, economists, and members of opposition
parties contend the administration has taken too much of an optimistic stance. They are urging
the Fox administration to consider other recent economic statistics that reflect some alarming
trends. For example, the SHCP reported factory production in the first half of the year down 2.5%
in real terms from a year ago. According to estimates from the private company Consultores
Internacionales, Mexico's industrial sector will actually contract by 2.5% this year, compared with a
growth of more than 7% during 2000.

Bleak prospects in third quarter
Many economic forecasters anticipate an even weaker GDP growth for Mexico in the third quarter,
including a projection of minus 1.1% from Bursametrica and minus 0.1% from Grupo Financiero
BBVA-Bancomer. With very little prospect for a recovery in the fourth quarter, private projections of
GDP growth for the year now range from 0.2% to 1.3%. "By the US definition, we're in a recession,"
said Rogelio Ramirez, director of Mexico City consulting company Ecanal. "By the Mexican
definition, we can't really say we're in a recession, because we don't have a definition in Mexico."
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The Consejo de Estudios Economicos del Sector Privado (CEESP) acknowledges that Mexico's
slowdown has not yet hit bottom but questions the need to debate whether Mexico is in the midst of
a recession. According to the CEESP, the country's economic situation is not even close to the crisis
that hit the country in 1995, following the devaluation of the peso in 1994.
But other analysts contend that the Mexican economy does have the potential of falling into a
crisis even worse than in 1995 unless President Fox takes drastic actions. One analyst, Alicia Giron
Gonzalez of the Instituto de Investigaciones Economicas (IEE), urged the executive to reach out to all
sectors of society to forge a common solution. "We still have time to reach an economic consensus
that would prevent situations of crisis, such as those that occurred in 1976 and 1982," said Giron,
whose institute is affiliated with the Universidad Nacional Autonoma de Mexico (UNAM).
The center-left Partido de la Revolucion Democratica (PRD) has especially taken issue with the
president's style of attempting to push through his initiatives without first developing a consensus.
"We have not seen the president make any efforts to seek consensus on such matters as tax reform,
his long-term development plan, and all other areas of economic policy," said Ifigenia Martinez, the
PRD' secretary for parliamentary issues.
The PRD and some members of the long-governing Partido Revolucionario Institucional (PRI) fault
Fox for following the same neoliberal formula as his predecessors Carlos Salinas de Gortari and
Ernesto Zedillo, which depended too much on foreign capital to drive the Mexican economy. Fox
reiterated his commitment to this philosophy during his trip to Chile, where he pledged to continue
to control government spending, with the goal of maintaining the budget deficit close to 0.65% of
GDP. The low budget deficit is intended to retain the confidence of investors. "We are not going to
break with fiscal discipline," Fox told reporters.

Fox criticized for withholding planned expenditures
To remain within budgetary guidelines, the administration has simply withheld about 68 billion
pesos (US$7.45 billion) in spending that had been programmed for the first half of the year. Earlier
this summer, Fox ordered cabinet secretaries to continue restraining spending to offset the federal
government's estimated deficit of US$1.5 billion (see SourceMex, 2001-08-01).
The news of the reduced expenditures created an uproar in Congress, even among members of
Fox's conservative Partido Accion Nacional (PAN). "As members of the Chamber of Deputies,
we feel obligated to denounce this policy publicly," said PAN Deputy Luis Pazos, who chairs the
budget committee (Comision de Presupuesto y Cuenta Publica) in the lower house. Some legislators
suggested that Fox's action was preventing full funding of social programs. "This situation is
inconceivable in a country that has so many social needs," said PRI Deputy Guillermo Hopkins.
The main criticism of the policy is that the Fox administration risks sending the Mexican economy
into a tailspin unless the government increases expenditures, not only for existing programs but for
construction of roads and public projects, which would boost employment. "If public expenditures
are not released in a timely manner, the recession could become prolonged," analyst Boris Segura of
Atlantic Asset Management said in an interview with the weekly news magazine Proceso.
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Economic downturn results in massive job losses
The main effect of Mexico's economic downturn has been the loss of jobs, with conservative
statistics published by the government's statistics agency (Instituto Nacional de Estadisticas,
Geografia e Informatica, INEGI) suggesting the loss of more than 215,000 positions in the formal
economy so far this year. More than 90% of these job losses have occurred in the five states that
border the US plus Jalisco and the Federal District.
Private analysts at the Instituto Tecnologico Autonomo de Mexico (ITAM) and the Centro de
Investigacion y Docencia Economicas (CIDE) suggest the administration is being too conservative
with its statistics. They estimate the number of jobs lost in the first six months of this year is closer to
400,000. "The significant point is that we are not likely to recover any of these jobs," said Javier Prieto
de la Fuente, president of the Confederacion de Camaras Industriales (Concamin).
The number of layoffs has been particularly significant in the industrial and manufacturing sectors.
Even the maquiladora industry, which weathered the economic crisis of 1995, seems to be facing a
particularly difficult time. Maquiladora plants have laid off more than 60,000 employees since the
end of last year. The US has accounted for 80% to 90% of Mexico's total exports, including the vast
majority of output from maquiladora factories, since the North American Free Trade Agreement
(NAFTA) was implemented in 1994.
"The correlation of manufacturing job losses in Mexico to the deceleration of the US economy is
about one to one," economist Alfredo Thorne of the Mexico City office of J.P. Morgan Chase told the
New York Times.
The loss of jobs is significant for a country that needs to create 1.3 million new jobs every year
to meet the needs of the growing population. Some experts believe this trend will push many
more Mexicans to try to cross into the US to seek employment. "We are losing jobs in agriculture,
maquiladoras, restaurants, and retail, said Alfredo Coutino, a macro-economist with Ciemex-Wefa.
" So we have more unemployed people, and that increases emigration pressures." [Note: Pesodollar conversions in this article are based on the Interbank rate in effect on Aug. 22, reported at
9.12 pesos per US$1.00] (Sources: El Economista, 08/16/01; The Dallas Morning News, 08/06/01,
08/16/01; Los Angeles Times, 08/16/01; Proceso, Notimex, 08/19/01; CNI en Linea, 08/18/01, 08/20/01;
Associated Press, 08/16/01, 08/21/01; Reuters, 08/16/01, 08/18/01, 08/21/01; The New York Times,
08/21/01; Novedades, 08/08/01, 08/15-17/01, 08/20/01, 08/22/01; El Financiero, 08/14-17/01, 08/21/01,
08/22/01; Reforma, 08/15-17/01, 08/20/01, 08/22/01; La Jornada, 08/14-16/01, 08/21/01, 08/22/01; La
Cronica de Hoy, 08/16/01, 08/17/01, 08/20-22/01; Excelsior, 08/17/01, 08/21/01, 08/22/01; El Universal,
08/20-22/01)
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